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KEY ECONOMIC INDICATORS 
(Money values in millions of dollars except where noted) 





Change 
1976 1977 76-77 1978 





NATIONAL INCOME AND PRODUCT 

Gross Domestic Product (Current Prices) 35,150 39,813 13.2% 44,100(1) 
Gross Domestic Product (1970 Prices) 18,870 18,927 0.3% -- 
Gross National Product (Current Prices) 33,558 37,943 13.0% -- 
Gross Domestic Fixed Investment 10,244 10, 343 0.9% 11,294(1) 
Government Consumption 5,219 D.OLL iison 6,557 @) 
Private Consumption 20,399 22,492 10.2% 24,921(1) 
Real Growth Rate (GDP) LK 0.3% ae 

Per Capita GNP (Dollars at Current Prices) 1,243 1,391 11.9% 

Population (thousands) (2) 26,099 26,731 2.3% 


FINANCE 

Value of Total Foreign Exchange Reserves (3) (4) 1,020 906 -11% 
Gold Reserves of Reserve Bank(3) (millions of oz) 12.69 9.7 -2 3% 
Other Foreign Exchange Reserves, Res. Bank (3) 413 401 -2.9% 
Money Supply (3) 5 403 5,361 7.0% 
Money and Near Money (3) 10,773 11,513 6.9% 
U.S. Direct Investment (Book Value) (4) 1,665 1,791 7 a 


TRADE 

Exports (excluding gold) (FOB) 5,622 7,224 29:.5% 4,145(6) 
Export Value of Gold Output 2,698 3,214 19.1% 1,992 (6) 
Imports (FOB) 8,559 7,926 -7.3% 4,434(6) 
Exports to U.S. (5) 925 1,269 3) 2% 944 (6) 
Imports from U.S. (5) 1,347 1,054 -21.7% 499 (6) 


INDICES 

Manufacturing (7) (3) 123.3 115.8 -5.1% 125; 
Mining (except gold) (7) (3) 130.9 145.4 11.0% 143. 
Consumer Prices (3) 173.6 193.2 11 63% yA 
Employment (non-agricultural) 119.8 119.6 = 


BALANCE OF PAYMENTS 

Visible Trade Blance (Incl. gold exports) -236 2. 513 1,700(6) 
Services Balance -1,745 -1,996 -931(6) 
Current Account Balance -1,874 +580 795(6) 
Longterm Capital Flow (net) +1237 +319 -185(6) 
Net Foreign Exchange Reserves -971 -899 +429 (6) 


PUBLIC FINANCE 

Exchequer Receipts (excluding borrowing) 15257 8,018 10.5% 
Exchequer Issues 9,485 10,005 5.4% 
Government Budget Deficit 2,226 1,987 -15.32 
External Public Debt 1,514 1,559 2.9% 





Note on exchange rate and sources: All data has been converted at the official exchange 
rate since September 1975, one rand = $1.15. Sources are South African except where 
noted. Data for previous years is subject to revision by the Reserve Bank and may not 
fully correspond to previously published figures. 


Notes to Table: (1) As of second quarter at seasonally adjusted annual rate; (2) Includes 
Transkei and Bophuthatswana; (3) As of end of the year for 1976 and 1977 and as of 

June 30 for 1978; (4) Gold portion of reserves valued at $33 an oz. up to April 1978 and 
thereafter valued at 90% of average free market price; (5) U.S. data; (6) First six months 
of the year; (7) Physical volume of production. 





SUMMARY 


The South African economy in 1978 is undergoing a modest recovery from the severe 
recession of the previous two years. After very low growth rates of 0.3% in 1977 
and 1.3% in 1976, real GDP increased at a 3.5% annual rate in the first six months 
of 1978. Consumer spending played a key role in this upswing particularly in the 
second quarter. However, part of the surge in the second quarter was due to 
anticipatory buying prior to the imposition of a general retail sales tax. Both 
consumer spending and economic growth slipped back in the third quarter. Exports 
continued to grow steadily in the first three quarters of 1978 with both gold and 
other mineral exports performing well. 


The outlook for 1978 as a whole is for a moderate recovery after the 1977 
slump, although probably below the rate for the first half of the year. Private 
business is concerned, however, that consumer spending may be inadequate to 
maintain the momentum of the recovery in the latter part of the year without 
additional stimulus from the government. Confidence remains a key factor in the 
upswing and new political shocks could undermine the recovery. The specter of 
international economic sanctions against South Africa, while perhaps not an 
immediate threat, remains ominously in the background. Assuming new political 
factors do not intervene, the outlook for 1978 is for around 2.5% growth in real 
GDP. The rate in 1979 should rise to between 3% and 4% as a new domestic in- 
vestment cycle begins, assuming government moves to a more expansionary fiscal 
policy. 


The balance of payments, which has been a major constraint on the economy over 
the last three years, has shown considerable improvement in 1978. Following a 
current account surplus of $580 million (revised) in 1977, a surplus of $800 
million was posted in the first half of 1978. Much of this surplus was offset 
by capital outflows but net reserves showed a modest growth of $113 million. 
With the high gold prices in the second half of the year, the outlook is for a 
record current account surplus of around $1,400 million for 1978 and significant 
growth in net reserves. A lower surplus appears likely in 1979 as the gold 
income levels off and imports increase. 


While American investment in South Africa has remained fairly stable, U.S. 
exports to South Africa which amounted to $1 billion in 1977, have shown a 
declining trend in 1978. This is believed to be due primarily to problems 
related to the expansion of the U.S. arms embargo against South Africa which 
has created concern among South African businessmen about the reliability of 
the supply of U.S. products. The extent of the problem was demonstrated by the 
fact that overall South African imports increased 14% in the first half of 1978 
while imports from the U.S. dropped 12% to $499 million. This decline shows 
signs of leveling off in the second half of the year, but the U.S. market 

share is expected to deteriorate for 1978 as a whole. Also new legislative 
restrictions on Export-Import Bank guarantees for exports to South Africa are 
expected to pose additional problems for financing U.S. exports. In contrast 
South African exports to the U.S. are growing rapidly and in the first half of 
1978 were running at 70% above the previous year. 


In spite of a difficult marketing situation in certain fields, South Africa 
remains a billion dollar market for the U.S. and the gradual recovery will 
provide additional opportunities for sales of U.S. products. 





CURRENT ECONOMIC SITUATION AND TRENDS 


National Accounts - Moderate Recovery in First Half of 1978 


After a year of almost no growth in 1977 (0.3% revised), real Gross Domestic 
Product (GDP) increased at an annual rate of 3.5% in the first half of 1978. 
Much of this growth was concentrated in the second quarter which saw the strongest 
single quarter's growth in three years. In contrast to 1977 when growth was 
concentrated in the primary sectors of mining and agriculture and declines were 
posted in most secondary sectors, the areas of strongest growth in 1978 have 
been wholesale and retail trade, manufacturing, and the services sector. Pur- 
chases of consumer durables were particularly strong and utilization of in- 
dustrial capacity showed limited improvement. After their rapid growth in 1977, 
growth in the primary sectors was weaker in the first half of 1978 with the 
exception of gold mining which benefited from higher world prices. 


Private consumption expenditure was up 4% (annual rate) at constant prices in 

the first half of 1978. This compares with a decline of 1Z in 1977. Govern- 
ment consumption expenditure continued the real growth begun in 1977 and was 

3.5% higher in the year ending June 30. After declining steadily since 1975, 
real private domestic investment increased modestly in 1978. However, much 

of this was due to large government infrastructure projects such as the SASOL II 
oil-from-coal project. Private investment continues to be retarded by the excess 
industrial capacity. 


While the upturn in the first two quarters of 1978 has been evident, there is 
uncertainty over the underlying strength of consumer spending. This is due 
to the fact the imposition of the 4% retail sales tax on July 3 caused a con- 
siderable amount of anticipatory spending on durables in the second quarter. 
Preliminary indicators for the third quarter show consumer spending below the 
second quarter but still stronger than in 1977. 


Balance of Payments - Gold to Spur Record Current Account Surplus 





1977 saw a current account surplus of $580 million (revised downward from an 
earlier figure of $863 million) which was offset by a slightly larger capital 
outflow. As a result, net reserves, which includes reserves minus short-term 
foreign liabilities, declined by $142 million. The current account has con- 
tinued to improve in 1978 with a surplus of $573 million in the first quarter 
and $235 million in the second which means the 1977 surplus has been surpassed 
in just the first six months. Capital outflows continued at high levels in the 
first half of the year, particularly from the private sector, but were somewhat 
smaller than the current account surplus so that net reserves grew by $113 
million. 


The large current account surplus in the first half of 1978 ($818 million) 
occurred in spite of an increase of 14% in imports over the equivalent period 

in 1977. Merchandise exports led by non-gold mine products and maize continued 
surprisingly strong with a 17% increase in the first six months of 1978. Gold 
exports (calculated separately from other exports) were up 32% due to the higher 
gold price in the first half of 1978. This does not include the much larger 
jump in the gold price after July 1. Net service payments at $816 million 
showed little change in the first half of 1978. While the current account 
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figures for the third quarter have not yet been published, the Minister of 
Finance has stated that the surplus was one of the highest for any quarter on 
record due to the rapid increase in gold prices. Given the continued strength 
of the gold price and other exports, a record current account surplus of $1.4 
billion is projected for 1978. 


The net outflow of capital in 1978 continued to offset much of the current 
account surplus. The first half of the year saw an outflow of $772 million of 
which $185 million was in long-term capital and $501 million in short-term 
capital. This compares with a net inflow of long-term capital in all of the 
preceeding ten years. The bulk of the capital outflow ($510 million) was con- 
centrated in the first quarter of 1978 with the second quarter dropping to 
$176 million. The main source of the outflow in the first half of 1978 was 
short-term capital from the private sector. This category includes illicit 
movements of funds out of the country. 


As a result of the capital outflow being somewhat smaller than the current 
account surplus, net reserves increased by $113 million in the first half of 
1978. At the end of September 1978, gross gold and foreign exchange reserves 
of the Reserve Bank amounted to $2,338 million of which $1,902 million repre- 
sented gold reserves valued at 90% of the free market price for that month. 

The steady increase in reserves from the level of $1,908 million in April (when 
the gold reserves were first revalued from the "official" price of $33 an ounce) 
was due almost entirely to the increase in the gold price over the period. 
However, in October reserves climbed $267 million to $2,605 million of which 
only $167 million was due to the increasing value of gold reserves and $100 
million reflected growth in other foreign assets. This last figure is the 
first significant increase in non-gold reserves in a year and appears to in- 
dicate that the current account surplus is finally having an impact on gross 
reserves. 


Impact of the Gold Price on the Balance of Payments 


The movements of the gold price have been so large in 1978 that it is worth 
commenting on their impact on South Africa's balance of payments. Depending 

on the particular year, South Africa normally produces about 59% of the world 
gold production. The generally used rule of thumb is that a $10 increase in 
the world gold price, sustained over a year, brings South Africa an additional 
$230 million in foreign exchange. The gold price averaged about $145 an ounce 
in 1977 and $178 an ounce in the first half of 1978. In the third and early 
fourth quarter of 1978, gold increased rapidly to over $240 before coming under 
new pressure as a result of large sales of U.S. gold reserves to protect the 
dollar and dropping back nearer $200. On the assumption that an average gold 
price of at least $190 prevails over 1978, South African gold earnings will 
increase from $3,214 million in 1977 to around $4,100 million in 1978. This 

is the principal basis for the projection of a record current account surplus 
in the neighborhood of $1,400 million. For 1979 much will depend on where the 
gold price stabilizes ir. the wake of the U.S. announcement that 1,500,000 
ounces will be sold each month. Most South African financial observers seem 

to believe that, in spite of these sales from U.S. reserves, the price is unlikely 
to fall below levels of the first half of 1978. 
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Prices and Labor - Sales Tax Keeps Inflation High 


Consumer prices, which increased by 11.3% in 1977, showed a declining trend in 
the first half of 1978. Prices in June 1978 were only 8.4% above the same 
month in 1977. However, this decline was effectively cancelled out in July 
1978 when the Consumer Price Index jumped a full 4.2% in one month, primarily 
as a result of the introduction of the 4% retail sales tax on July 1. It also 
apparently reflected efforts by retailers to re-establish profit margins that 
had been cut in the recession since reductions in other excise taxes should 
have restrained the July increase. After July the prices again declined but not 
to the low levels of the first half of the year. In September the Consumer 
Price Index for all groups stood at 11.7% above the same month in 1977. With 
the downward trend except for July, an increase of about 10.5% in consumer 
prices is projected for 1978 as a whole. 


In mid-1978 the South African Department of Statistics began including in its 
consumer price figures a breakdown by high, middle, and low income groups. 
The lower groups are those earning below R2,000 per annum, the middle are 
R2,000 - R6,000, and the higher income groups are those earning above R6,000. 
Most Black workers would be in the lower income group. The Department's 
figures show that the inflation rate for the year ending September 1978 has 
been highest for the low income group (13.4%), with the rate for the middle 
group being 11.9%, and the higher group 11.22. 


Reflecting the limited economic upturn, overall employment in non-agricultural 
sectors increased slightly in the first half of 1978. This reversed a small 
decline in 1977. Official unemployment figures also showed limited improve- 
ment in 1978. Registered unemployment of Whites, Coloreds, and Asians dropped 
34,000 at the end of 1977 to 31,900 in July 1978. Official figures show Black 
unemployment dropped from 633,000 in October 1977 to 542,000 in May 1978. 
Private estimates using a broader definition of unemployed put the figure in 
excess of one million. 


Real wages in non-agricultural sectors are estimated to have declined by about 
1Z in 1977 which is one of the factors causing concern about the prospects 

for a sustained consumer-led recovery. Real wages for Whites continued to 
decline in 1977 by -1.9%, the third straight year of such declines. Real 
Black wages increased at a lower rate than in previous years (+3.82). 


Industry - Moderate Improvements in Consumer Products 





Manufacturing has turned gradually upwards in the first half of 1978 following 
a decline of 5% in 1977. Utilization of production capacity increased from 

an average 83.7Z in 1977 to 84.6% in the second quarter of 1978. The index 

of the physical volume of manufacturing production, seasonally adjusted, was up 
7% in August 1978 compared to the same month in 1977. The strongest growth 

was in the area of consumer durables, notably motor vehicles, while heavy in- 
dustry sectors still showed little growth. This reflects the essentially 
consumer-led character of the recovery thus far and the fact that owing to ex- 
cess industrial capacity, a new investment cycle has not yet really begun. 
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_ Car sales in the first ten months of 1978 were 168,960 units, 24% higher than 
the equivalent period in 1977. The month-to-month trend in 1978 was somewhat 
skewed by pre-sales tax purchasing. Commercial vehicle sales were up 10% in 
the same period. The construction industry has shown very little improvement 
in 1978 from its depressed state although certain preliminary indicators such 
as the value of housing plans approved are up moderately. 


Agriculture - Second Good Year in a Row 


Agriculture is enjoying another excellent year in 1978 following strong growth 
of 11% in 1977 in its contribution to real GDP. The key maize (corn) crop 
amounted to 10.1 million tons in the 1977/78 growing season, the second 

largest crop on record and the second consecutive bumper crop. The 3.3 

million tons of maize which came available for export in 1978 compared to 2.5 
million tons from the 1977 crop. Wheat and citrus fruits are also performing 
well with citrus exports estimated at R180 million in 1978, up R33 million over 
the previous year. There are only two clouds on the agricultural horizon. 
Sugar exports are expected to decline sharply to about 700,000 tons in 1978 

due to introduction of the International Sugar Agreement and its country quota 
system. Production is expected to remain around 2 million tons, however. The 
second factor is that many farmers are finding themselves in cost-price squeeze 
due to increasing prices for inputs which they are not able to pass on through 
the government-controlled price structure for agricultural commodities. The 
1978/79 growing season is just beginning but after two straight bumper crops, 
it would not be surprising to see a slightly lower level of production than 

in the previous two years. 


Trade - Both Imports and Exports Up 


After the 29% increase in 1977, exports exclusive of gold continued to expand 

in 1978 although at a more gradual rate. In the first six months of 1978, 
exports (excluding gold) were 17% above the same period in 1977 and for the first 
three quarters preliminary figures, which include gold coins but exclude 

bullion, show exports were up 24%. Besides the category for gold coins and dia- 
monds (up 49%) growth was strongest in base metals (up 21%), minerals (up 162), 
and vegetable products (532%). 


Imports have been moving upwards in 1978 in line with the economic upturn. 
Following a decline of 7% in 1977, imports rose 14% in the first half of 1978. 
Preliminary figures for the first three quarters of 1978 show that imports, 
excluding oil and defense goods, were 17% above the equivalent period in the 
previous year. The largest increases were in chemical products, vehicles, 
aircraft and parts; and machinery. 


Mining - Production Levels Off but Higher Prices Increase Incomes 


After growing at an impressive 15% in 1977 in contribution to real GDP, the 
mining industry has continued to perform well in 1978 by virtue of improved 
prices for a number of key commodities. Actual production of mineral products 
has, however, shown much smaller growth than in 1977. Export markets have been 
particularly strong for gold, diamonds, and platinum but have also held up 
better than expected for many other industrial minerals. Also, the new infra- 
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structure facilities which came on stream in 1976 and 1977 are enabling coal 
and iron ore exports to consolidate the significant export market which they 
carved out in 1977. In the first six months of 1978 iron ore production at 
12.5 million tons showed virtually no change from 1977. Chrome ore at 1.6 
million tons was in about the same situation while manganese ore declined 
slightly. Coal production in the January - June period was up 4Z to 43.9 
million tons. While the balance of payments has benefitted materially from 
the increased mineral and metal exports in 1978, the impact on the domestic 
economy has been limited. 


Economic Prospects - Strength of Recovery Uncertain 


The first three quarters of 1978 have clearly seen a higher level of economic 
activity than was the case in 1977. However, the introduction of the 4% re- 
tail sales tax on July 3 and the surge of anticipatory consumer spending which 
preceded it have distorted the quarterly changes in economic growth to such a 
degree that it is difficult to judge the actual underlying strength of the 
recovery. Most economic indicators in the third quarter showed a lower level 
of growth than in second with consumer spending in particular being soft. 
While no figures are yet available, there is expected to be very little 

growth in real GDP in the third quarter compared to a jump of nearly 9% 
(annual rate) in the second. A number of private sector economists have ex- 
pressed the view that the recovery is losing its momentum and that Government 
fiscal measures such as tax cuts are needed to revitalize consumer spending. 
These economists say that the strengthened balance of payments and improved 
Government revenues from gold mining provides the needed base for a more ex- 
pansionary policy. Official Government spokesmen, however, have stressed 

that the initiative is in the hands of the private sector. The Reserve Bank 
rate was lowered from 9% to 8.5% in the third quarter, and the prime rate fell 
from 13% to 12% but no promise of tax cuts prior to the March 1979 budget has 
emerged. In the current uncertainty, most observers believe it is likely to be 
the end of the year before the strength of the recovery can be accurately 
determined. 


In view of these factors, it is anticipated that the second half of 1978 will 
see a lower real growth rate than the first half with a GDP likely to in- 
crease by around 2.5% for the entire year. The increase in real GNP should 

be somewhat larger due to impact of the higher gold prices. On the assumption 
that the Government moves to stimulate the economy in 1979, a somewhat stronger 
growth rate is projected for that year. Consumer spending is expected to 
initiate the start of a new investment cycle in the latter part of 1979 and 
export markets appear likely to show steady if unspectacular growth in 1979. 

A real growth rate of around 3.5% should be achievable in 1979 assuming new 
political shocks can be avoided. A rate of growth above 4% seems precluded 
for the time being by the decline in foreign capital inflows and the necessity 
to finance most investment from domestic sources. Even a 4% rate of growth, 
however, is regarded as inadequate to reduce the pool of Black unemployed or 
provide jobs for Black workers entering the labor market. 


If the outlook for the economic recovery is clouded, the outlook for the balance 
of payments is more favorable. We have projected that the current account 
surplus in 1978 will reach $1.4 billion, by far the largest surplus ever 
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achieved. Capital outflows can be expected to offset a significant portion 

of the current account surplus, but outflows from the private sector appear to 
have stabilized and part of capital outflow stems from the Government repay- 
ments of its short-term foreign loans. Also, the country appears to be having 
greater success than in 1977 in raising medium-term loans on foreign markets. 
As a result of these factors, a significant increase in the crucial net 
foreign exchange reserves is anticipated in 1978. 


For 1979 it is highly unlikely that gold prices will show anywhere near the 
increases of 1978. Therefore, with imports expected to continue to grow as 
the recovery progresses, a considerably lower current account surplus of 
perhaps $400 million would appear likely. Depending on capital flows, this 
should still be adequate for the country's needs. 


It is no longer realistic to discuss economic prospects in South Africa with- 
out reference to the political situation. Political events inside and out- 
side the country played a significant role in prolonging the 1975-77 reces- 
sion by reducing capital inflows and adversely affecting domestic business 
confidence. The internal political situation in 1978 has been calmer than in 
the previous two years but the issue of international economic sanctions 
against South Africa has again arisen in the United Nations over the question 
of Namibia (Southwest Africa). As of November 1978, the sanctions threat does 
not appear to be imminent but much will depend on the outcome of negotiations 
on Namibia. South Africa possesses a high degree of economic self-sufficiency 
and many forms of sanctions would be difficult to enforce and costly to the 
West in view of the country's importance as a mineral supplier. However, 
economic sanctions, if implemented, would unquestionably have an adverse im- 
pact on economic prospects in South Africa. 


Implications for the U.S. 


Two-way trade between the United States and South Africa which amounted to 
$2.2 billion in 1977 has shown an uneven trend in 1978 due primarily to the 
influence of special political factors. While South African exports to the U.S. 
have expanded rapidly, imports from the United States declined by 12% in the 
first six months of 1978 to $499 million. As a result, the U.S. trade deficit 
with South Africa jumped to $445 million in the January - June 1978 period 
compared to $218 million in all of 1977. The decline in U.S.-origin imports 
occurred in spite of a 14% increase in overall South African imports during 
the period and a 30% increase in imports from Europe. It also occurred at a 
time when the depreciation of the dollar has given U.S. products a comparative 
price advantage. 


Among the various factors contributing to the unusual decline in U.S. exports 
to South Africa in 1978, the primary one is believed to be the expansion of 
the U.S. Government arms embargo against South Africa. The new restrictions 
which came into effect in February 1978 involve a complete prohibition on 
sales of U.S. products to the South African police or military. Also pro- 
hibited are sales to these entities of products containing U.S. components 

or U.S. technology exported after February 16, 1978. The expanded export 
controls and the general weakening of bilateral relations over the last 
eighteen months have created a sense of concern in the South African business 





aig. 


community about the dependability of the supply of U.S. products. South 
Africa's other major trading partners have not invoked as comprehensive an 
embargo as the U.S. in carrying out the UN mandate. 


The major categories of U.S. exports to South Africa in 1977 were chemicals 
($123 million), construction and mining machinery ($77 million), road vehicles 
and parts ($56 million), electrical machinery ($88 million), office machines 
($43 million), non-electric power generating machinery ($48 million), aircraft 
($75 million), and wood pulp, paper, and cardboard ($61 million). 


In contrast to imports from the U.S., South African exports to the U.S. in- 
creased significantly in the first six months of 1978. The value of these 
exports rose by 70% in January - June to $944 million. While a breakdown is 
not available, the largest increases are believed to have occurred in the area 
of gold coins (Kruggerrand) and diamonds, followed by various industrial 
minerals such as chrome. In 1977 U.S. imports from South Africa amounted to 
$1.3 billion with the largest categories being diamonds ($357 million), gold 
coins ($206 million), iron and steel ($92 million), ferromanganese and manganese 
ore ($42 million), and other ferroalloys including ferrochrome ($50 million). 
South Africa is a major source of U.S. imports of a number of key industrial 
minerals including chromite (53%), ferromanganese (32%), platinum group metals 
(56%), industrial diamonds (23%), and vanadium (567). 


The outlook for future sales of American products to South Africa is mixed. 

With the gradual recovery of the South African economy in 1978 and 1979, and 

the comparative price advantages of many U.S. goods as a result of the deprecia- 
tion of the dollar, the opportunities for sales of American products are ex- 
panding. However, the broadening of the U.S. arms embargo continues to exercise 
an adverse impact on business attitudes toward American goods in certain fields. 
In addition, the Evans Amendment to the Export-Import Bank Authorization Bill 

of October 1978 placed a number of restrictions on the use of Ex-Im facilities 
to support American exports to South Africa. These restrictions are expected 

to result in a significant drop in the value of exports covered by Ex-Im 
guarantees. Thus, U.S. exports to South Africa on one side are being con- 
strained by adverse political factors while on the economic side the potential 
market is expanding. There is some evidence that in the third quarter the de- 
cline in U.S. exports to South Africa was beginning to level off and 1978 as a 
whole may see a smaller decline than in the first half of the year and possibly 
even a very small growth. However, it is clear that the U.S. market share of 
19% (excluding oil) in 1977 will deteriorate in 1978, and it appears likely 

the U.S. will drop behind Britain and Germany in exports to South Africa. 


In spite of the problems facing American products, South Africa continues to 
be a billion dollar market for U.S. products and the largest single market on 
the African contineat. Assuming the momentum of the recovery is maintained, 
it should be moving into a phase of capital replacement and expansion in the 
second half of 1979 and the U.S. has traditionally been very strong in high 
technology capital goods for industry. The electronics industry particularly 
computers and business machines is growing more rapidly than the overall 
economy and, in spite of the negative impact of the new export controls, con- 
tinues to offer significant growth potential for U.S. business. The mining 
industry which is completing its second excellent year will be making substan- 
tial new investments over the next five years and offers considerable oppor- 
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tunity for sales of mining equipment and other items like stand-by electrical 
generator sets. A number of new projects involving electrical power equipment 
are underway. Agriculture has also enjoyed two good years in a row with ex- 
panded incomes creating a market for tractors and agribusiness equipment. 

Bulk chemicals are one area that has shown considerable growth in 1977/78 and 
remains a promising field. The demand for metal working equipment should also 
expand in 1979 as industry begins to make new investments. Health care equip- 
ment is another growing area. The South African Government has recently an- 
nounced that it plans to help finance in the construction of a $175 million 
diesel motor plant with technical support from two foreign firms, Deutz and 
Perkins. 


American direct investment in South Africa increased by 7% in 1977 to $1.76 
billion. Most of this increase is believed to stem from retained earnings, 
and the overall trend has been stable with few new firms entering the market 
and few of the 300 plus American firms departing. U.S. firms have, however, 
come under increasing pressure from groups in the U.S. concerned over U.S. 
business involvement in South Africa. Outstanding U.S. bank loans to South 
Africa amounted to just above $2 billion in mid-1977. 


The United States Government neither encourages nor discourages American in- 
vestment in South Africa. American companies considering investment in South 
Africa will wish to take into account both the economic and political situa- 
tion within the country including the effects on long-term stability of a 
system which imposes legal discrimination on the non-White groups which com- 
prise more than 80% of the population. Potential and current U.S. investors 


should also give careful consideration to relations with their non-White 
workforce. The United States Government strongly urges U.S. firms to assume 
sufficient responsibility for the adequacy of their compensation and other 
benefits to permit a decent standard of living for all their workers. It 
supports the Sullivan Guidelines which call for equal and fair treatment as 
well as advancement of Black workers. Guidance on employment practices in 
South Africa is available from the U.S. Embassy and Consulates General in 
South Africa and from the Departments of State and Commerce in Washington. 


U. S, GOVERNMENT PRINTING OFFICI 
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